
Financially Speaking 
______________________________________________________________________________________ 
 

2003 and 2004 were great, profitable investing years, but what about 

Market Crashes and Corrections? 
 
 Market volatility makes great media drama. You may have seen headlines such as “World Markets 
Pounded” or “Market Meltdown” during recent market corrections in 2000-2002.  Despite some market ups 
and downs, and the dramatic news headlines, the bottom line is that it is better to be in the market than out 
of it. 
  
 The Toronto Stock Exchange 300 index over the past 40 years has only 11 calendar-year losses.  The 
Wall Street Journal makes a persuasive argument: “Over the past 71 years, the (American) stock market has 
20 calendar-year losses.  During those rough spells, you would have suffered mightily if you dumped your 
shares in a panic.  But for those who sat on their hands, the rewards were ample.  Since year-end 1925, 
stocks have on average doubled in every seven years.” 
  
 A 1996 study showed that the Standard & Poor’s 500 annual average increase from 1980-1995 was 
15.8 per cent (if you stay invested) but if you missed the 20 best days during that 15 year period (or 5,475 
days) because you sold your investment the average return was only 10.7%. 
  
 A market correction is defined as a decline in the value of stocks, usually 10 % or more over several 
days, although, market corrections do vary in degree, cause, and duration.  Besides the 1998 market 
correction, there are three others in recent memory – October 27, 1997, quite dramatically on October 
19,1987, and over an extended, agonizing period in 200-2002.  But in each case the market inevitably 
recovered – and it will recover again. 
  
 After the correction at the end of October 1997, studies found that for the most part investors held 
onto their portfolios, although investors further diversified their holdings.  Many investors were buying and 
many fund companies ended the day with the sharpest correction in positive sales. 
  
 Many investors are new to the market and do not know what return they should expect on their 
investments.  Advertisements may try to persuade you that you shouldn’t accept anything less than 20%. If 
you are a long-term investor (more than five years) do not expect huge double-digit returns to continue 
indefinitely.  The 40-year history of the TSE shows that the simple average one year return for the TSE 300 
is 11.15%,  the five-year return is 10.20%, and the ten-year return is 10.2%. 
 
 In 2004, the Toronto Stock Exchange index registered a rate of return of 12.48 %; in 2003 that figure 
was 26.7 %.  If you pulled your money out in 2002, which was a bear market year, you would have missed 
out on the gains of the past two years.  The lesson: stay invested and don’t worry about the fluctuations of 
the market particularly if you have 10 or more years before you retire. 
 
  
   
 
  
 
 



Defensive Strategies for Long Term Investing 
These are helpful points to consider to help minimize the effects of a falling market and will help keep you 
focused during turbulent times: 
 

1. Think long term.  The stock market is like any other store: prices increase when demand is high and 
prices drop when the demand is low.  But unlike other stores, no one can predict exactly what the 
stock market will do and when.  The key is to stick to a long-term plan.  Only investors who need 
their money today should be concerned about short-term fluctuations.  Short-term market fluctuations 
should not be a concern for investors with an appropriate time horizon and a diversified portfolio 
matched to financial goals and objectives. 

 
2. Remember the benefits of diversification. A diversified portfolio made up of equities, bonds, and 

interest-bearing investments will cushion investors in a market correction and should be weighted to 
suit individual risk tolerance and reflect investment objectives. 

 
3. Invest regularly. The best approach is to continue investing regularly.  Maintaining the discipline of 

regular contributions is important and awards you with the benefit of dollar-cost averaging.  This 
strategy allows a person to spread out the average cost per unit of buying mutual funds, reducing the 
risk of buying at the wrong time, and increases the number of units you buy.  What’s important is 
your time in the market, not timing the market. 

 
4. Rebalance your portfolio. Once you’ve established your tolerance to risk you should periodically 

review your portfolio with your advisor and make sure that your risk tolerance matches the types and 
proportion of investments your portfolio holds.  If economic or personal circumstances change, 
review your portfolio and, if necessary, adjust your portfolio to your level of risk tolerance. 

 
5. Establish and maintain a financial plan. If you have not established goals, how can you evaluate the 

performance of your portfolio relative to what you need it to do?  Like anything else in life, you need 
to establish a plan to reach financial objectives.  Be sure to ask yourself what your objectives are, 
how much risk you can tolerate, and when and for what purpose will you need your money.  
Remember to fine-tune your plan as personal or economic circumstances unfold. 

 
6. Consider buying. Down markets are a prime buying opportunity.  There is no better time to make a 

purchase than when you discover a “sale.” Remember to always “buy low, sell high.” 
 

The mutual fund industry, and some media articles, takes great efforts to educate investors on the benefits of 
mutual funds and what questions they should ask before investing.  However, sensationalized media 
coverage of market declines may exaggerate bear markets, corrections, and crashes. Remember: sharp 
drops get more attention than steady climbs, so don’t let headlines cause your emotions to downplay reason 
as you make financial decisions. 
 
 Call me if you have questions about your investment portfolio.  Give me the courtesy of a phone call before 
you make any decisions about the funds you entrusted me to manage for you.  That phone call may save you 
a lot of money. And you may have friends and family members who may benefit from a second opinion or a 
sounding board; as a service to you, I can give them a call and visit with them if they wish. Either I will 
validate what they already have, or suggest changes to their existing portfolios 
 
My aim is to help people make better financial decisions and help them realize their dreams.  Thank you for 
the opportunity to do this for you.  Richard Navarro, CFP 
  
 
 



 
 


